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FINANCIAL AND COMMERCIAL CRISIS. 


Tue recurrence at the present time of one of those 
visitations of commercial and financial distress of 
which I have, during a long life, experienced so 
many, has once more forced upon the consideration 
of Parliament and the public the interminable subject 
of banking and circulation. Whatever may be the 
variance of opinions on other parts of the subject, 
it’ seems by all admitted, that the general condition 
of commerce is sound and satisfactory ; and the truth 
of this position is sufficiently proved by the fact, 
that. the intensity of the pressuré has been attended 
with no unusual amount of failures or bankruptcies 
—the storm, however severe, has as yet cast- few or 
no wrecks on shore. 

The prudence and sagacity of merchants not being 
in fault, we are naturally led to look for our diffi- 
culties in the derangement of our monetary system; 
and there, beyond all doubt, they will be found. It 
is singular that, in proportion to the ‘abstruse nature 
and inherent difficulties of a subject, men are apt to 
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be positive and dogmatical in their theorics, undaunted 
by adverse experience and repeated disappointments. 
The various schemes for regulating the action of 
Banks have been propounded with unhesitating con- 
fidence, and pronounced to be unfailing, although 
every real trial of this great practical problem proves 
that it still remains to be solved; and even the, to 
me, always unintelligible theories of the Birmingham 
school of philosophers are still maintained with per- 
severance by persons of great ability, who seem un- 
conscious that, beyond the circle of their own town, 
the whole world is against them. The last nota- 
ble settlement of this endless controversy was by 
the Bank Charter Bill of 1844, and the great leaders 
on both sides of the House of Commons are resolved 
to defend it, in spite of the unfortunate fact that on 
the first occurrence of what is called a crisis the failure 
is apparent in the evidence of a state of embarrass- 
ment and difficulty never exceeded. Mere speculative 
reasoners defend their theories with sufficient obsti- 
nacy; but men who are, who have been, or who 
expect. to be ministers of state, cannot so easily afford 
to be in the wrong, or to confess themselves to be not 
infallible. It is therefore stoutly maintained in the 
House of Commons by the leaders of both parties.and 
their numerous partisans, that, look about you as, you 
may for the cause of our difficulties, the last Charter 
of the Bank, with its whimsical restrictions and pro- 
visions, was an act of absolute wisdom ; and if it be 
hinted that it has failed upon the very first experi- 
ment* the answer is readv. which durine nearly half a 
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century that I have now watched these questions has 
invariably been given by every successive minister, 
that the stupid Bank Directors—those scape-goats so 
conveniently at hand—have spoilt the wisdom of the 
Legislature. 

But the promoters of this measure have disentitled 
themselves to even this excuse ; for they maintained 
that such was its perfect machinery, that it defied all 
mismanagement or neglect. Former difficulties had 
had their source in the incapacity of Bank Directors, 
but such were to be no longer possible. It is, however, 
fair to add, that this error was not confined to. states- 
men, but was common to some highly respectable 
authorities in the city, where, indeed, the scheme is 
said to have originated. 

Now my object in appearing before the public is to 
endeavour to maintain, with as few words as the case 
will permit, the opinion I gave when the Charter Act 
was before the House of Lords, that the expectations 
entertained of this infallible panacea were unfounded, 
—that it would only work in fair weather, when re- 
strictions of all sorts are inoperative and immaterial, 
—that it could not fail to break down under the first 
difficulty,—and that it is in fact a serious aggrava- 
tion, if not indeed the actual cause of the distress we 
now experience. 

My readers, if I should have the good fortune to 
have any, should be informed that I have no personal 
interest in these questions. I have followed them suc- 
cessively during forty years in one or other House of 
Parliament, and have taken part in every committce 
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that has sat upon them, with the exception of that 
which preceded or recommended the act of 1844; but 
I cannot pretend to much personal acquaintance with 
the immediate state of business, which J have quitted 
for the last’ twenty years, beyond what I can collect 
from the information of others. I have no intention 
of defending the Directors of the Bank. They may, 
and I dare say have, committed many mistakes ; but 
what I wish to maintain ‘is, that the restrictions under 
which they have had imposed upon them the task of 
working that great establishment could not fail to 
lead to their present embarrassments. 

The nature and extent of these embarrassments 
are too notorious for it to be necessary to dwell upon 
them at any length. A very short time ago the in- 
terest of money was at 2} and3 per cent. Everybody 
found it difficult to employ their capital: now nobody 
can obtain it for the best security under 8, 10, or 
even 12 percent. The stagnation of the most legiti- 
mate trade is complete; the manufacturer stops his 
works ; the Minister is obliged to double the interest 
of his Exchequer-bills, and is still at a loss to give 
even a decent appearance to public credit; while Mr. 
Brown, a merchant of the first credit and character, 
representing South Lancashire, tells the House of 
Commons “ that the alarm and want of confidence 
were such that orders for human food to the United 
States and other countries were in many cases coun- 
termanded, prudent houses not choosing to risk their 
credit by being drawn upon, until they should see 
what steps Government might take to restore the 
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healthy action of trade.”* On the other hand, orders 
for the manufactures of the country cannot be exe- 
cuted, by which we were to be enabled to pay for this 
food, because the entire stagnation of the circulation 
prevented the ordinary operations of credit by which 
alone such transactions can be conducted. There is 
no class in a country, where the machinery of its 
economy is so complicated, who do not suffer under 
this strange state of things, from the richest capitalist 
to the poor mechanic who lives by his daily labour ; 
but my object is, not to describe its fatal consequences 
if suffered to continue, which are sufficiently obvious, 
but to call public attention to the causes which have 
brought it about, that we may endeavour to avoid the 
repetition of such a calamity. 

But this is in fact only the return of an exactly 
similar calamity which we suffered under in 1825, and 
from the same immediate cause—the sudden transi- 
tion, then, through the mistaken operations of the 
Bank, but now through the operations of the law, 
: from a period of great abundance by Bank accommo- 
dation to another of severe dearth and restriction. 
I speak of accommodation, and not of any particular 
amount of Bank-notes that may be out, because it is 
the measuring the one by the other, and confounding 
the distinction between capital and mere currency, 
which appears to me the prevailing error in consider- 
ing this subject. 

I find, on referring back to the year 1826, a speech 
of my ownf egubing the then state of things, which, 





* See Parliamentary “Debates of Monday, 10th May, 1847. 
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changing the dates of 1826 for 1847, would word for 
word describe our present condition. The passage 
from ample, perhaps profuse, Bank accommodation to 
severe restriction had produced in both years, and ever 
will produce, the same symptoms ;—trade paralyzed, 
and the means of circulation and credit no longer at- 
tainable by the great mass, but greedily drawn in by 
all prudent and timid men, to satisfy not so much 
their actual wants as their apprehensions. But though 
the symptoms in both these cases of monetary famine 
were the same, the causes of the crisis were very dif- 
ferent, In 1825 there had existed the wildest gambling 
and the most absurd and mad adventures, to be com- 
pared only to, and hardly exceeded by, the South Sea 
Bubble of the former century. 

In 1847, on the contrary, the general state of trade 
is admitted to be sound, and proved to be so by the 
fact that up to the time I am writing the severe pres- 
sure has occasioned few or no failures. 

In 1825 the Bank was entirely emptied of its trea- 
sute, and had that best of excuses for refusing what it, 
in fact, had not to give. . 

In 1847, on the contrary, the Bank had ten millions 
of the precious metals, an amount much beyond the , 
average held by the Bank, and always considered 
abundant, and sufficient to justify a course of ordinary 
facilities and liberality. 

Now, what were the circumstances which induced 
the Bank, in this condition of apparent plenty, and 
with the trade all round them in a state so satisfac- 
tory, suddenly to throw it into such utter confusion 
bv the withdrawine those ordinary facilitates. of which 


9 


the Bank Directors must have known all the fatal 
consequences? Those circumstances were, that the 
restrictions of the act of 1844 suddenly reminded them 
that they might risk the violation, and consequent 
loss of their charter. On this the first crisis since that 
act the working of these restrictions was to be tried; 
and the Directors, knowing that they would not be 
very mercifully judged by the speculative theorists 
who had put them into this strait-waistcoat, decided, 
as any other persons in their condition must have 
done, to sacrifice the trading public rather than risk 
their Charter. 

In speaking of the condition of the Bank, the only 
point really worth considering is the entire state of its 
relative assets and liabilities: it is in this manner that 
the powers and capabilities of the Bank of England— 
as, indeed, of all other banks in the world—have ever 
been estimated, with a view of judging its means of 
performing the functions for which it was instituted, 
which require that it should, above all, maintain the 
integrity of its engagements. For this purpose it is 
important for the Directors to bear in mind the amount 
of their engagements, the proportions as to amount and 
time when they are likely to come upon them, and the 
means and resources by which they may be met. 
Their experience and sagacity as men of business will 
be their guides in taking a comprehensive view of their 
affairs in the most simple form ; but what possible good 
can be answered by complicating this view by a fanciful 
piece of mere bookkeeping, by which these assets and 
liabilities are arbitrarily separated into two depart- 
ments? The simple question is, what enoaoenents 
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can they safely incur—what means can they command ? 
-~but the transfer from one department to another, 
from an issue to a Banking department, can but tend 
to embarrassment. If it were necessary to limit their 
circulating notes, it might have been done in a direct 
and simple form; but I shall endeavour to show that 
any rigid limitation by law of a positive amount of 
igsue of paper to bearer, having the character of 
currency, at all times and under all circumstances, 
is inconsistent with the duties and usefulness of a 
Bank. 

The theory on which these restrictions of the Charter 
are founded appears to be this— 

That the amount of Bank notes must, at all times 
and under all circumstances, be determined by the 
amount of their coin or bullion, with certain propor- 
tions between gold and silver, which i in this place it 
is not necessary to notice. : 

That the reduction of these notes when the necessity 
which the law determines shall arise must be effected 
by withdrawing accommodation to the merchants or 
to the Government; in the one case by refusing or 
diminishing discounts, or in the other by forcing public 
securities on the market; and this is to be peremptorily 
persevered in without any discretionary power to the 
Directors to act. according to peculiar circumstances, 
although it is well known by practical men that very 
seldom two conditions of the money-market exactly 
resemble cach other, and consequently require the same 
treatment. 

The withdrawing of the metals from ‘the Bank is, it 
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notes. On this subject we have an example within 
our recollection so instructive and so conclusive that 
all reasoning and theory would be superfluous. 

The withdrawing of the metals from the coffers of 
the Bank will be determined by one of two causes :— 

Ist. Either by a panic and distrust, commercial or 
political, within the country ; or, 

2ndly. A demand to send them abroad, in conse- 
quence of an unfavourable state of the foreign ex- 
changes. 

In 1825 the drain was entirely of the former de- 
scription. The exchanges were favourable; there was 
no demand upon us from abroad ; but the Bank was 
exposed, not to a partial drain, but to being com- 
pletely exhausted and run dry ;—and as I was on that 
occasion called in to counsel with the late Lord Liver- 
pool, Mr. Huskisson, and the Governor of the Bank, 
the symptoms and their treatment ar® very distinctly 
in my recollection. The case was this. Adventures 
of the most wild and hazardous description, assisted, 
though it can hardly be said that they were created, 
by facilities given by the Bank, were followed by an 
entire prostration of the credit of all parties, with the 
single exception of the Bank of England, Private 
bankers in town and country fell in numbers, and the 
panic naturally consequent on such a state of things 
produced a rush upon the most wealthy and solid 
establishments by all who had claims upon them, 
cither by holding their notes or as depositors ; and it 
is worthy of remark that the claims of the depositors 
were always the most formidable. They called for 
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their hundreds, while the holders of notes, though 
morc numerous, came for single pounds. This sudden 
alarm, stopping in the first instance all circulation of 
credit, obliggd every country banker to draw from 
London all the sovereigns out of the Bank; and the ' 
extent of their demand will be best explained by the 
statement of one of the most wealthy and respectable 
of those bankers to me, that he could not sleep till he 
had gold in his house for every note he had out. It 
may well be supposed that this was not accomplished 
without great sacrifices; but to a banker no price is 
too dear for the maintenance of the purest credit, 
and even at this moment the public will never know 
the individual losses occasioned by the present pres- 
sure: these are secrets which few are able to make 
public with impunity. 

The gold of the Bank was drained to within a very 
few thousand pounds ; for although the public returns 
showed a result rather less scandalous, a certain Satur- 
day night closed with nothing worth mentioning re- 
maining. The application made to Lord Liverpool 
was for an Order in Council to do that which neces- 
sity seemed about to accomplish—the suspension of 
cash payments; and this gave rise to the conference I 
have mentioned between Lord Liverpool, Mr. Huskis- 
son, the Governor of the Bank, and myself. 

We recognised at once the following facts in this 
case—for, as has been already observed, the position 
of things in cascs of alarm and pressure are seldom or 
never exactly similar. 

The credit of the Bank for all domestic purposes was 
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perfect. There was no man in the country who was 
not ready to take its paper as a means of circulation, 
and to give even his gold for it, the moment he was 
assured that his neighbour would take it from him 
again. The gold was not wanted to send abroad ; the 
state of the foreign exchanges forbade it; there was, 
therefore, no fear of depreciation of paper. The ne- 
cessity and pressure were purely domestic: what was 
wanted was something which everybody was disposed 
to trust as a substitute for what everybody distrusted ; 
and the paper of the Bank of England ‘answered in 
such a state of things the purpose as well as gold—it 
may be said to have done so even better, as being more 
transmissible, and reaching moré@ readily and rapidly 
the points where it was wanted. 

In this state of things the remedy for the difficulty 
was obvious, and unanimously agreed to by us, 
Although the Bank had no specie left, a large addi- 
tional issue of notes was made, and about 1,500,0002., 
of those of 17. which were accidentally found to be in 
existence, were circulated ; the relief was immediate, 
the country received a circulating currency in which 
every body had entire confidence, and the useless gold 
was returned to the Bank The notes by this pro- 
ceeding were increased from 19,748,000/. in December, 
1825, to 24,479,000. in March, 1826; and having 
served to relieve the pressure, they gradually subsided 
before the end of that year to their ordinary amount 
again of 19,951,000/., while the bullion in the Bank 
was successively increased by this increase of paper in 
opposition to the theory of 1844, which presumes 
from such cause a necessary diminution. 
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{t is hardly necessary that I should guard myself 
from being supposed to maintain that an increased 
issue of paper is an invariable remedy against a drain 
of specie; but what I do maintain is, that it was the 
fit remedy for that particular case, and that it was 
undeniably proved to be so by the result, while a 
contrary treatment might have suited a drain caused 
by adverse exchanges. But the act of 1844 says that 
all cases of drain shall be treated in the same manner; 
that there shall be no discretion or judgment allowed 
as to causes; and my reason for dwelling so long on the 
case of 1825-6 is to substitute for speculative reasoning 
a clear proof that the act of 1844 not only would not 
have suited that cafe, but would have aggravated all 
the difficulties; that it, consequently, is not of uni- 
versal application, and therefore can not, without 
danger, be suffered to govern indiscriminately our 
circulation. 

I think I might stop here and hold that I had 
proved enough by positive facts and results, and 
not by mere brain-spinning, the fallacies on which 
this act is founded. Its machinery docs not suit the 
case of pressure on the Bank from domestic distrust 
and panic, and these must always be a large and 
formidable portion of our monetary visitations. It 
may also be shown, though perhaps not by the same 
pregnant proof from past facts, that it is not always 
suited as a remedy for the other causes of a drain of 
the Bank’s coin. It must be admitted that the diffi- 
culties under which we are now labouring have no 
reference to the causes I have before mentioned of 
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domestic discredit existing in 1825; on the contrary, 
the commercial credit of the country is truly said to 
be more than usually sound, but the circulation of 
that commerce never was more severely distressed, 
and that mainly by the operations of the Bank acting 
under the terrors of the act by which it is fettered. 
There has in this case been a drain of specie from 
abroad: and here again the character of such drains 
should be considered by-men who, living in the midst 
of the transactions of the greatest trading city in the 
world, are best qualified to appreciate its extent, dura- 
tion, and consequences ; for these are endlessly varied, 
and require varied treatment : nothing can be more 
absurdly presumptuous than to substitute machinery 
in such a case for human intelligence. In medical 
cases opposite causes present frequently nearly the 
same symptoms; and the treatment, by depletion or 
by strengthening, must depend on the sagacity of the 
practitioner. But in the no less complicated condition 
of the merchant, the consideration of what is to be done 
with him is peremptorily withdrawn from the wisdom 
of the wise: how given difficulties are to be dealt with, 
is determined by law; he may be exposed to some tem- 
porary pressure, of which he foresees accurately the 
extent and termination; the preparations to meet it 
would depend on his judgment of its character ; 
but no, the law has determined. that no circumstances 
are to be taken into account, no judgment is to be 
exercised ; there has been a withdrawal of bullion 
from the Bank, there must, therefore, be a corre- 
sponding diminution of circulating paper, and that 
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must be effected by reduced accommodation to ordi- 
nary and legitimate trade, while it may be evident 
to every observer that these derangements left alone 
might correct themselves without disturbing all the 
interests of industry. 

Having thus considered the case of 1825, let us 
shortly examine the unfortunate symptoms which 
we now witness, when, with a sound state of trade, 
and £10,000,000 of specie in the Bank, our mone- 
tary distress is greater than when in 1825 the coffers 
of the Bank were empty, and a large portion of 
merchants ruined by mad speculation, The trea- 
sure of the Bank had stood for a long time at about 
£15,000,000 in round numbers; the amount of this 
treasure was considered a burthen to them, im- 
posing a useless waste of interest. It was a subject of 
complaint, and for a long time the Directors would 
have been much obliged to anybody who would have 
taken four or five millions off their hands. The want 
of food then occurred, and, combined with the in- 
creased price of cotton, overbalanced the amount of 
our exports, and required a part payment in bullion. 
The natural question, then, to be asked was, to what 
extent this was likely to go. The continental ex- 
changes afforded no ground for alarm ; Russia at first 
took some gold from us, which soon ceased; but the 
chief demand was for America—a country with which 
we have always an extensive reciprocal trade. It 
might fairly be presumed that four or five millions 
would satisfy this demand, which would reduce the 
treasure of the Bank from fifteen to ten millions. 
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This, which might have been the practical estimate of 
practical men, turns out to be the truth; and the Bank, 
with its ten millions left in its coffers, need have 
disturbed no interests, or disturbed them slightly. But 
the Ditectors had no power to exercise any opinion ; 
the rigid parliamentary machine was to think and act 
forthem ; the whole country was disordered; and it 
would be difficult to form any estimate of the immense 
losses both of the Exchequer and of individuals which 
ensued. 

I beg not to be understood as wishing to maintain 
that the efflux of specie or the adverse state of the 
foreign Exchanges are in no cases to be considered by 
the Bank; I hold these symptoms, on the contrary, 
to be essential elements in guiding its conduct; but 
that they must be considered with all surrounding 
and connecting circumstances by men of business and 
experience, capable of giving to them all a correspond- 
ing weight and importance in their deliberation, and 
not be imposed upon them drily and arithmetically, 
nay, mechanically, by Act of Parliament. This isa 
question between limitation by rule or by discretion, 
and the limitation by rule suits only a state of things 
as invariable as the rule itsclf. It would be foolish and 
even mischievous to inculcate indifference to or speak 
lightly of any suspension, even for an hour, of the 
cash payments of a great bank. It would be, to say 
the least of it, a great public scandal, to be guarded 
against by every prudential measure: absolute se- 
curity against such a catastrophe is hardly attainable 
in the case of a bank of issue. The act of 1844 cer- 
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tainly does not give it; for the whole treasure left by 
that act at the disposal of the Bank might have been 
drawn out in five minutes by the private depositors ; 
and it is worthy of remark that with us, under the 
former: uncontrolled management of twenty-four Di- 
rectors, such a disgrace has never happened, excepting 
in 1797, when the suspension was forced. upon the 
Bank by the large foreign payments of the minister; 
and these operations were reluctantly consented to by 
the Directors from a belief that the safety of the 
country from a foreign enemy depended on them. 
But why is this extreme care of the purity of the 
standard of value, of the integrity of the pound ster- 
ling, so important? It would be mere pedantry 
to be looking so carefully after a possible small frac- 
tional difference for a short time between gold and 
paper, if this object were not combined with the more 
important one of maintaining, as well as circum- 
stances permit, an equable value of money,—of money 
taken in its popular sense, and consisting among us of 
the combined ingredients of paper and metal,—of 
money as compared with and commanding all com- 
modities. Now this fright of the Bank, with ten mil- 
lions in her coffers, of violating ‘this parliamentary 
restraint, has driven her into proceedings which have 
depreciated toa very great extent every description 
of property, food only for evident reasons excepted. 
It would not be easy to estimate this depreciation, ex- 
tending over all merchandise, stocks, railroad shares, 
&c.; it probably would not be overstated at from 10 to 
20 per cent.; but what is worse, it has paralyzed this 
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property in the hands of the possessors, rendered it 
unavailable towards meeting their engagements, and 
thus produced in many cases pecuniary sacrifices 
much beyond the mere depreciation of the value of 
the property itself. It has further occasioned the 
suspension of the execution of orders from our cus- 
tomers in every quarter, thus distressing manufacturers 
and impeding those very operations which would have 
corrected the tendency to an unfavourable balance 
of trade, and given safety to the circulation of the . 
Bank. 

It is needless to follow up farther all the fatal con- 
sequence to capital branching from this mistaken 
anxiety about currency: the latter is after all but the 
shadow of the former-—the small change by which the 
transactions are liquidated, though undoubtedly in 
some respects the regulator of its value: but I have 
no hesitation in thinking that, if these enormous 
fluctuations in the value of property, and these occa- 
sional disturbances of manufacturing industry, are 
inseparable from the circulation of bank-notes, we pay 
too dear for this accommodation, great and useful as 
it is; and that it would be more safe to have no banks 
of issue, and use only those of deposit, like the great 
trading city of Hamburg. Iam, however, equally 
convinced that no such sacrifice is necessary; and 
that but for the artificial restraints of the law, the 
integrity of the currency or the medium of value 
could be adequately maintained without disturbing 
the more essential equable currency of property and 
capital. 
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If the Birmingham philosophers are puzzled by the 
question so often put to them, to define what they 
mean by a pound sterling when their paper is clothed 
in its irredcemable character, sounder reasoners appear 
to have equally failed in any precise definition of the 
word currency. The act of 1844 treats it simply as 
bank-notes to beater; but they who observe critically 
and carefully all the varied mazes of our monied 
transactions must recognise an almost endless variety 
of objects acting more or less directly, and with more 
or less celerity, the same part—bills of exchange, at 
long or short dates—Exchequer bills—India and rail- 
road bonds —deposits on demand with the great 
money-brokers—latterly post-office orders for small 
sums passing from town to town, of which uscful 
description of guasi currency the public will probably 
be surprised to learn that little short of 6,000,0007. 
were circulated last year. But above all, deposits, 
both with the Bank of England and private bankers, 
arc a most essential part of this currency, though they 
do not appear in the tangible shape of a piece of 
paper passing from hand, they dre in fact the most 
formidable means of commanding the treasures of the 
Bank, though they scem to be wholly overlooked by 
our exclusive guardians of the currency. The theorist 
sees in circulation nothing but the bank-note; but the 
practical man engaged in large operations knows how 
many millions pass through his hands without his 
seeing or touching a bank-note, and how many varied 
securities and engagements perform the essential duties 
of his circulation. It is undoubtedly true that the 
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offices performed by these several articles are different 
from those performed by the paper which is the imme- 
diate representative of the metallic standard, but they 
all concur, in degrees and modes differing from each 
other, which it would be difficult to define, and which 
appear to escape all precise analysis, in circulating 
the immense transactions of our colossal commercial 
body. 

It may be useful, as applicable to my immediate 
purpose, to single out the least tangible of these 
articles of circulation, as operating directly on the 
engagements of the Bank, and holding a command 
and power over it quite equal to that of its notes.- 
The private deposits in the Bank of England amount 
on an average to about 10,000,0007. Now what are 
private deposits? A private banker, after employing 
that portion of the deposits of his customers in produc- 
tive securities which his experience teaches him may 
be safely so employed, holds the remainder in the 
Bank of England, either in notes or in deposits at the 
Bank, the deposits being equally commandable for his 
purposes as the notes, and more safe for him, as not 
exposing him to robbery, as was the case of Messrs. 
Rogers and Co. Nowif this amount is held in notes, 
it reckons as so much Bank paper out; if it remains 
a deposit, it is wholly disregarded by the currency 
guardians. But the power of these two descriptions 
of claims is exactly the same over the treasure of the 
Bank either in bullion or in that artificial reserve of 
paper left at its disposal by the Charter Act. It is a 
great mistake to suppose that whenever gold is 
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claimed from the Bank, notes are brought in, or that 
when accommodation is given by discount, notes go 
out. In nine cases out of ten those great transactions 
pass through deposits and. transfers from account to 
account, and not by notes; but deposits are con- 
sidered as nothing, and the notes taken as the sole 
indication of the powers and the dangers of the 
Bank. It is equally a mistake to suppose that the 
Bank has the power to kecp out any amount of notes 
at its pleasure, supposing it even to disregard the 
danger of a drain of gold. It will be seen from the 
returns that they have hardly varied half a million 


.during the period of this heavy storm; and in this 


case again the contraction and expansion of accommo- 
dation have by no means the effect generally supposed 
on the amount of notes held in circulation; it is pos- 
sible and even probable that they would not be in- 
creased if any morning the Bank were to discount 
half a million of commercial paper. 

In stating the case of the private deposits as the best 
illustration of my argument, it must not be supposed 
that the variations of the public deposits are not equally 
effective, with the exception that they cannot come in the 
shape of a claim of bullion; but they do appear to in- 
fluence, as much as any other outgoing, the reserve of 
notes limited by the law. These public deposits have 
been reduced by the necessities of the Exchequer during 
the distress nearly 4,000,000/.; and there can be no 
doubt that this reduction, however necessary for the 
public service, has contributed much to the existing 
distress. In Paris a similar reduction of the public 
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balances with the Bank of France has been considered, 
I believe truly, as nearly the sole cause of the distress 
there ; but the Bank of France did not crush the trade 
of that country by the same severity, though with not 
more than one-fifth of the amount of treasure held by 
the Bank of England. 

It may seem paradoxical to enumerate the easy 
power of acquiring as equivalent to actual possession 
in influencing, if not constituting, a medium of circu- 
lation; but it is well known to be so, and to have a 
corresponding effect in difficult times. The prudent 
man contents himself with a moderate amount of cir- 
culating capital when he is confident of being able to 
lay his hand at pleasure on the addition he may re- 
quire; but his fears prompt him to hoard at the first 
sound of distress. It is thus that distress increases 
distress, and the Bank will always find its relief, when 
it can afford it, doubled by dispersing the fears of the 
timid. : 

IT should be sorry that these general views should 
appear to encourage rashness and carelessness in the 
conduct of the Bank. Its security should rather 
be sought in a generally sound and judicious con- 
duct of its affairs, than in the sudden changes and 
jerks in times of difficulty adopted to cure the impru- 
dences which the prosperity of former times may have 
engendered. I know personally nothing of the con- 
duct of the Bank for the last twenty years, beyond 
what I collect from the public papers; all attempts 
made by me in the House of Lords to ascertain 
whether it had encouraged the extravagant circu- 
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lation of railroad paper by which much of our present 
difficulties has been caused, was repelled by the 
Minister, and with reason, if the Bank objected to the 
inquiry. Any investment of its capital in railroad 
stock or bonds, and everything connected with stock- 
Jobbing, would have been strictly avoided by the old 
Bank of England before the new theories have been 
started, and, I fear, acted upon, of having no other 
duty to perform but that of driving the most profit- 
able money-trade for the benefit of the holders of 
bank stock. I hold this to be a mischievous and 
mistaken theory, and that the Bank has paramount 
duties, for which it is instituted, which should never 
be lost sight of, and which, pradently performed, 
would never force upon it those sudden measures 
for the remedy of its own imprudences which we 
now witness. The two principal duties of the Bank 
are to do the business of the Government as Govern- 
ment bankers, and to maintain an equable, reasonable 
accommodation of what may be called the legitimate 
trade and manufactures of the country. This last 
should, if possible, never be permitted to suffer; any 
large adventures of foreign loans, or overgrown 
speculations at home, should be left to their own re- 
sources. They will best be kept within due bounds 
by being rather discouraged than promoted by the 
Bank; but the support of our own industry in all its 
branches is a sacred duty of an institution established 
mainly for that purpose by public authority. In com- 
mercial and manufacturing rivalry with the world, 
cheap capital was one of our chief advantages; but 
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how can honest industry prosper or live when the 
interest of capital, which six months ago was at 2% 
per cent., is now at 6, 8, and 10 per cent., and even 
during several days all quotation of it had ceased, and 
the best orders to our manufacturers were unexecuted 
owing to the entire paralysis of credit? The injury 
done in these cases is by no means to be measured by 
the cost of the interest of money. The sacrifices or 
injury consequent on the withholding the accommo- 
dation, profusely awarded at one time and abruptly 
withdrawn at another, are incalculable. 

Next to this duty comes that of doing the business 
of their great customer the Government, who want a 
bank and occasional bank accommodation as much 
or more than any individual. It is easy in theory 
to say that the Bank should look to itself without 
caring for the Exchequer; but the business of the 
Exchequer is the business of us all, and if not cared 
for, is sure, do what you may, to bring all other in- 
terests into confusion. It has uncertain wants and 
uncertain income; no foresight can preserve if from 
accident. An Irish famine calls upon it one year, 
a falling off of revenue another; and where is it to 
look for assistance but to the Bank? for these are 
cases which new loans without bank assistance can- 
not meet, and this assistance the Bank is bound to 
keep itself in a condition to give. It is for this that it 
has great privileges; and if we have made such a 
bargain with the Bank that it cannot afford to 
perform its proper functions, which I do not believe, 
those conditions should be relaxed. 
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It must be admitted, that these duties towards the 
_ Government become more serious and uncertain in 
extent from the modern practice of yearly throwing 
over our sources of revenue, and trusting to accident 
whether our balance is one of deficiency or surplus ; 
this system, which I have always humbly opposed, we 
shall some day bitterly repent. It imposes upon us 
this year the scandal of a large loan in time of pro- 
found peace. If for every adverse accident we are to 
borrow, and on every recurring period of prosperity 
to throw over our means of paying, the end of such a 
course cannot be doubtful; the precise period of our 
fate can alone be uncertain. But this is a subject, 
however important, which is foreign to my present 
purpose, and I touch upon it solely to exemplify the 
necessity Government is under of having a bank on 
which it can rely for occasional assistance under the 
various difficulties in which it may be placed. 

There can be no reason to distrust the integrity and 
honest intentions of the Directors of the Bank; of this 
I can speak from personal experience: no body of men 
stand more clear from jobbing of any kind; they may 
be misled by false theories, but the public have this 
security for their conduct, that though undoubtedly 
bound fairly to attend to the interest of their proprie- 
tors, those proprietors and they—the Directors them- 
selves being for the most part merchants of eminence 
-—have a far greater interest in the general well-being 
of the trading world than they can possibly haye in 
any increase of dividend from their small stake in 
bank stock. 
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The battle between theory and practice in our 
treatment of these subjects will probably never end; 
nor will the parties, it is feared, ever permit us to 
profit by the wisdom, and at the same time avoid the 
errors, of both. The young Tyro who comes fresh 
from Mr. Senior’s excellent lectures on political eco- 
nomy, at Oxford, holds in sovereign contempt the 
practical man, who, though he cannot so well defend 
himself in argument, seldom misses his way in action ; 
the former carries all before him in the House .of 
Commons, and theories are embodied in Acts of 
Parliament under which we are often doomed griev- 
ously to suffer until proof and experience come tardily 
to our aid. 

Of this description of dangerous theory we have a 
fatal sample in our present condition; it is in itself 
perfect, but the acting under it would be laughably 
absurd if the consequences we are experiencing were 
not so serious. The theory is this. An adverse state 
of foreign exchanges, from whatever cause arising, 
and whether temporary or otherwise, is to be corrected 
by making money scarce, and thereby lowering the 
value of all merchandise, until by the depreciation a 
market is forced for it abroad. Do these reasoners 
comprehend the losses occasioned by this depreciation 
of all property when this screw is applied to correct 
every occasional fluctuation of the exchanges? And, 
moreover, how uselessly these sacrifices are increased 
in cases like the present, when the difficulty to be 
guarded against is not real, but the result of a fanciful 

‘scale of paper and bullion which imagines dangers 
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while there is a larger portion of treasure in the Bank 
than the average of many years of supposed abund- 
ance. If our trade is to be so governed, and liable to 


- these caprices, is it too much to say that the advantages 


of a paper circulation are overbalanced by its incon- 
veniences and dangers? The character of the late 
demand upon us for gold must also be considered. 
Tt was for food suddenly wanted ; if those wants con- 
tinue, we must have the supply or starve, whatever 
may be the state of our paper circulation ; and how 
can it be supposed that you can suddenly create by 
cheapness new markets for goods rather of luxury 
than of necessity, a creation which all practical men 
know to be a work of time, and therefore wholly unfit | 
as a remedy for an immediate emergency? If food 
from America be further required by another failing 
harvest, we must pay for it as well as our means and 
credit will permit; but it would be idle to suppose 
that we can at once create a corresponding market 
for our own goods, and that the people abroad will 
wear two coats and two shirts because we wish to sell 
them. It would be perfect suicide to determine by 
law, that if this irresistible demand should come upon 
us, so as further to lower the treasure of the Bank, the 
trade of the country is to be oppressed by a further 
turn of the screw, until the notes of the Bank are 
reduced within the arbitrary limits of the act of 1844. 
It must always be kept in mind, that a given amount 
of reduction of notes may require a greatly increased 
reduction of accommodation of trade, and that, after 
all, the Bank might be exposed even with its minimum © 
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of notes out, should the exhaustion arise from a neces 
sity to pay for food—a necessity which admits of no 
compromise. - 

In thus stating an extreme case, my intention is not 
to insinuate a belief that dangers and difficulties really 
threaten our monetary circulation. The comparatively 
moderate drain of bullion is for a known cause, a want 
of food, and not from any over issue of bank paper; it 
is not to be met by any material reduction of that 
paper; and, above all, we should recollect how greatly 
we aggravate our difficulties by so cramping our cir- 
culation as to disturb those ordinary sources of our 
industry by which alone this supposed adverse balance 
with our foreign customers can be set right. 

The truth is, that there is no ground for any appre- 
hension; the treasure in the Bank is abundant; there 
is no reason why it should not proceed with caution 

_and prudence to assist the ordinary legitimate trade ; 
that trade has shown itself deserving of that support, 
and proved itself to be in a sound state by standing 
firm during the heavy storm raised by a mistaken 
theory. he drain of gold is partial and to one 
country, and is not likely to go further, unless under a 
second visitation of famine; and should we be punished 
by such a further calamity, we shall best do our duty 
by fostering and promoting our domestic industry, 
which can alone enable us to meet it. Lastly, with 
10,000,000/. in their coffers, the Bank Directors are 
as safe as any Bank Directors ever were; but it must 
be admitted that the great bugbear, the act of 1844, 

- is enough to frighten even less timid men, and from 
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this the Legislature, if it be wise, will hasten to reliev 
them. 
The subject of the present commercial and finan- 
cial distress could not with any propriety be dis- 
missed without taking into consideration some other 
circumstances with which it is intimately connected. 
Among these, the enormous demand of capital for 
railroads stands foremost. There can be no doubt 
that the extensive engagements of these gigantic 
adventures, which have been suffered by successive 
administrations: to grow up without the slightest at- 
tention to the proportion of their wants to the means 
of the country, are a material, probably a principal, 
cause of our monetary difficulties. It would lead me 
too far to treat this subject in the detail which its 
importance would otherwise deserve. My object has 
been te endeavour to show the workings of the 
Charter Act of 1844, and the two questions are not 
necessarily connected. The absorption of capital for 
railroads, though greatly detrimental to those who 
require that capital for the ordinary purposes of trade, 
does not necessarily affect the operations of the Bank 
to maintain the integrity of its notes: whatever num- 
ber of millions might be raised, they would all be 
spent within the country, and could therefore have no 
tendency to operate on foreign exchanges; they 
would, on the contrary, rather have the effect of 
drawing money into the country, and of retain- 
ing at home our own capitals, by the temptation 
of a high remuneration. If, therefore, it had not 
been for the demand for food from abroad, these - 
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adventures need not have disturbed the treasure of 
the Bank, which might have remained with its fifteen 
or sixteen millions of specie, without calling in ques- 
tion the merits of the restrictions of its Charter. A 
high market-rate of interest, however, produces in 
various shapes serious losses and inconveniences ; it 
adds to the cost of all our manufactured goods, starves 
the legitimate business of the merchant, and in this 
case has doubled the charge on the floating debt of 
the country, thereby adding to our burthens about 
400,0002, annually, representing in’ capital nearly 
12,000,0002., and has obliged the Chancellor of the 
Exchequer to borrow 8,000,000. at 88 instead of par, 
at which rate his 8 Per Cents. were last year. Very 
many important instances of public and private losses 
and injustice resulting from these extravagant pro- 
ceedings being permitted to run riot without any 
control might be easily enumerated; and it is not a 
little remarkable to contrast this disposition to neglect 
this enormous mass of I know not how many millions, 
or hundreds of millions, with the. minute legislative 
meddling with the conduct of the Bank Directors, 
who might surely have been better trusted for dis- 
cretion and prudence than the speculators who, under 
the influence of some engineers, land-surveyors, and 
country attorneys, get up these schemes without 
knowing or caring for their consequences upon the 
general interest of the public. 
I condemn in this instance merely the extrava- 
gance and the absence of all regulating power ; rail- 
’ roads are substantial benefits to the country, and I 
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hope and believe in most cases profitable to those who 
undertake them; but even the concerned themselves 
are greatly injured by not, in some degree, seeing 
that they be restrained within some proportion to the 
means of the capital of the country; and this restraint 
can only be imposed when the different companies 
come before Parliament for their powers. The first 
maxim of a good merehant is to proportion his adyen- 
ture to his means; and that maxim is applicable in the 
same degree to that aggregate of individuals which 
we call the nation. It might be difficult to estimate 
the annual surplus capital of this rich country seeking 
re-investment ; it is large,—perhaps ten, fifteen, or 
twenty millions; but it cannot be fifty, eighty, or a 
hundred millions, for I hardly know where to fix the 
annual demands of those companies. Whatever 
amount there may be, its employment at home is 
much to be preferred to forcing it abroad ; the country 
is greatly benefited by this enterprise, but there never 
was a case crying more strongly for regulation; that 
it is so, our present condition abundantly proves; the 
eager competition of wealthy borrowers, overbidding 
each other for every trifle of spare capital, disturbs 
and distresses every branch of industry, and this has 
at last become intolerable by encountering the scarcity 
artificially created by the sudden action of the Bank 
of England. It is even rumoured that the Bank has 
held and lately thrown on the market a considerable 
sum of these railroad bonds: this would, if true, 
account, in a great degree, for their unfortunate 
sacrifice of the ordinary commercial paper. 
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In the early part of last Session, and before any 
great difficulty had become apparent, I pressed in the 
House of Lords for some precautionary measures on 
this subject. Lord Dalhousie, who then presided at 
the Board of Trade, with an intelligence and industry 
which was never surpassed, agreeing with me in that 
opinion, prepared a very judicious classification of 
Bills, so as to pass only such as appeared most press- 
ing, and delaying, though by no means condemning, 
the remainder; but at a meeting of a joint committee 
of the two Houses all restrictoins were rejected, and 
these adventures were suffered to run at that careless, 
reckless, railroad pace which has reduced us to our 
present difficulties. The argument against regulation 
was the favourite theory of not interfering with free 
action; very pressing embarrassments, however, seem 
at last to have brought upon persons in authority the 
too tardy conviction that plausible abstract theories 
are not always safe guides. The House of Commons, 
while I am writing, appear to have appointed a com- 
mittee to consider the subject, and though the terms 
of this appointment are not quite clear, there can be 
little doubt that it is intended not to consider the 
merits of contending railroads, but the bearing of the 
whole on the resources of the country, and their con- 
nection with its embarrassments. 

This resolution comes rather late; but as some of 
these companies have difficulties of their own arising 
from the general distress, and as they are for the most 
part managed by men of practical sense and experi- 

‘ence, I have great hopes that some good may come 
c 
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from this inquiry. The public will, at all events, 
obtain information of the extent of these operations. 
If it be thought right to publish weekly in detail the 
operations of the Bank of England, it must surely 
be desirable that the public.should know something of 
what these great companies are about, when it is 
considered that only one of them, the North-Western, 
has engagements actually existing, or in contem- 
plation by bills now before Parliament, either in the 
shape of shares or of bonds, to thé enormous amount 
of upwards of 22,000,000/. These eagagements may 
all be perfectly sound; and when we read in the 
papers the gross weekly receipts of this company, they 
sufficiently account for a very large capital: yet such 
extensive operations, and the circulation connected 
with them, make it necessary for the public safety 
that we should have plain and perfect statistieal state- 
ments of all railroads in the most simple form; the 
returns hitherto presented to Parliament appearing to 
be intentionally mystified and obscure. 

The task of this committee now sitting to avert or 
mitigate the present suffering from this overgrown 
circulation is not an easy one. It would be evidently 
unjust to let the schemes now before Parliament pro- 
ceed at a heavy daily expense up to their third reading, 
and then to throw them over on grounds irrespective 
of their individual merit; but I incline to think the 
following plan of proceeding would satisfy most of 
the parties themselves. 

I speak of the several groups of railroads connected 
with the west of England, the part of the country 
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with which I am best acquainted; but these observa- 
tions would apply to other parts. 

The west of England, north and south, is divided 
between three companies—the North-Western, the 
Great Western, and the South-Western. These com- 
panies are scrambling, at a great expense, for the 
several portions of their respective lines; and their 
quarrels are decided by tribunals seldom very well 
informed, and sometimes suspected of not being quite 
impartial and disinterested. 

The companies hasten on their schemes much 
faster than they otherwise would—faster than their 
means, either of capital or credit, justify—and much 
to the detriment of the public interest, from fear of 
the interference of a rival: they must what is called 
occupy.the ground, and establish their parliamentary 
right to it at all hazards. If their respective claims 
and rights were once set at rest, it would suit much 
better their interests to execute their works more at 
leisure, to consult their means, both of capital and 
labour, and thereby save their own funds, while they 
relieve the country at large from the great disturbance 
of its general economy. For this purpose the Rail- 
road Department should at once submit a scheme for 
dividing the west of England between these three great 
arteries. This might easily be done; and the merits 
of the case seem so evident that I cannot doubt that 
the decision of the Board would be sanctioned by 
Parliament, and by the opinion of the country. This 
done, the execution of all new lines would be governed 
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and those means again would be brought into some 
state of harmony with those of the country; and if 
the committee were to recommend allowing, in some 
cases, rather more time than some of the acts now 
prescribe for execution, most of the companies would 
cease to torment the money-market, to their own 
heavy cost, and to great public inconvenience. 

I suspect the highly respectablé head of the new 
Railroad Board is rather too timid in bringing these 
great companies to order. He may be assured that 
the public will support him in enforcing his much 
needed authority. Nobody wants to oppress them, 
or to take from them the fair profits of their spirited 
and useful enterprise; but they are rather too much 
our masters: next year we are told they are to be still 
more so, Above all, the public must have -correct 
statistical information of their condition and proceed- 
ings: this is necessary for public information, and for 
the security of their own shareholders. 

I have now disposed of the two great causes of our 
monetary embarrassments ; and the recommendations 
I have to suggest are—first, the removal of the artifi- 
cial restraints on the issues and management of the 
Bank, which the result has sufficiently proved to be 
rather mischievous than effectual, and which I have 
endeavoured to show must of necessity have been 
so ;--and, secondly, some immediate attempt to bring 
within more prudent bounds the wild operations 
of railroad companies ;—these two causes having, 
in concurrence with and aggravation of each other, 
occasioned that state of things of which, without some 
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attempt to abate these grievances, I see no termi- 
nation. As to the distress for food, we are in the 
merciful hands of Providence, and must abide our 
fate. The existing scarcity would have had no other 
effect on our money-market than to withdraw four or 
five millions of gold from the Bank, which could have 
been well spared if the Bank Act had not prompted 
the useless simultaneous reduction of accommodation 
to trade as a remedy. Should we be afilicted with a 
second year of famine, the gold must go out for food, 
whatever may be the consequences ; but nothing more 
absurd could be proposed than to obstruct all trade 
by withdrawing the means by which to circulate it, as 
a mode of meeting those difficulties which the active 
condition of that trade can alone enable us to support. 

It cannot, I fear, be said that no extent of calamity 
could endanger a momentary disturbance of the cash 
payments of the Bank, but it must be of a very extra- 
ordinary character, and such as it would be vain to 
attempt to guard against; and with reference to this 
view of the subject I will conclude with afew observa- 
tions on the subject of a proposal made by me in 1819 
to include silver as well as gold in our system of legal 
tender, in accordance with the practice of, I believe, 
every country in the world excepting Portugal. 

The first Lord Liverpool gave a very foolish reason 
for preferring gold to silver as a single standard,—that 
the richest country in the world should have the 
richest metal for a standard. Common sense should 

have led an accurate observer to the very opposite 
' conclusion. The wealth of a nation like ours does 
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not consist in the precious metals. We hold little 
more of them than is necessary to circulate the almost 
countless millions of our wealth, and emuch less in 
proportion than is held by many much poorer coun- 
tries. In proportion to the amount of wealth cireu- 
lated it is essential to enlarge for safety the metallic 
base which is to preserve paper from depreciation ; 
and that, it cannot be doubted, is greatly enlarged 
by conforming to the practice of all our neighbours 
in taking the double, and if not the double, the silver 
standard. 

The mass of wealth and the objects of exchange are, 
at least, quadrupled since this wise dictum of Lord 
Liverpool; but he would narrow, instead of enlarging, 
the base on which it rests. Mr. Huskisson was very 
anxious to promote this change in our circulation, and 
at his instance I gave evidence before the Privy 
Council, which was printed and presented to Parlia- 
ment ; the opinion of the Bank Directors was adverse 
to us, and the project fell to the ground. The argu- 
ment of the Directors was, that silver bullion answered 
equally their purpose of checking an adverse state of 
exchange and a demand of their gold from abroad, as 
if it were converted into a current coin. Now, during 
the late pressure this argument has been singu- 
larly contradicted: the Bank has held upwards of 
1,500,0002. in silver, which it has in vain attempted 
to convert into gold, and it has refused to buy silver at 
any price. It is further to be observed that the Act 
of 1844 only permits silver to be taken asa security 
for bank issues in the proportion of one-fourth as 
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compared with gold, thus recognising the insufficiency 

of silver bullion to secure payments in gold coin. 

Whatever may be our confidence or security in the 
quiet times of peace, it is always to be feared that, 

should we unfortunately be engaged in another war, 
when we are called upon to fight as much with our | 
money as with our arms, our standard may fail us ; 
and they who are on this point most jealous should 
endeavour to enlarge as much as possible the base on 
which our paper must rest; they should well con- 
sider whether the desire to refine too much’on the 
absolute perfection of the standard may not endanger 
their having no. standard at all, and leave them to 
lapse into the Birmingham mire of inconvertible 
Tags. 

I could not treat this general subject without again 
recording my opinion about a silver standard, but I 
cannot recommend that it be acted upon until the 
opinions of the best public authorities change, for I 
must admit that they are generally against me. I 
trust that the country will not for a long time see 
this question proved by the distresses of war. The 
political horizon is calm and quiet enough at present, 
and I'may at my age fairly hope not to outlive the 
reign of the gold standard. 

It is hardly necessary to notice at any length the 
proposals, from some quarters of no great authority, of 
returning in England to the circulation of notes under 
52. I cannot see that any relief to our large dealings 

_ could result from such small expedients. This mea- 
sure could only tend to drive gold coin out of the 
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present circulation, and confine it to the coffers of the 
Bank ; it would give little facility in the circulation 
of our millions, while it would largely promote. the 
trade of forgery. It could only be during a total sus- 
pension of specie payments that small notes would be 

" wanted, but in. the event of such a misfortune they 
would be indispensable. , , 
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